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Question 1. 
Data of market prices of zero coupon bonds of different maturities are given as follow: 

	Maturity (year）
	Market Price

	1
	98.860

	2
	96.610

	3
	93.188

	4
	89.608

	5
	85.440

	6
	81.000

	7
	76.240

	8
	71.935

	9
	67.935


(1) Calculate average interest rate per year of each zero-coupon bond.
(2) Consider a coupon bond that pays out 4% coupons (of face value) every year and matures in five years. What will be its market price?

(3) Consider a coupon bond that pays out 4% coupons every year and matures in nine years. What will be its market price?
Question 2. 
Suppose a super market chain is considering starting a new branch in Nairobi. There are two possible size of the new shop. 
Project 1（small size）
	Construction Cost　　　　　　　　
	Year 1
	２
	３
	４
	５
	６
	７
	８
	９
	１０

	52.2　
	10
	10
	10
	10
	10
	10
	10
	10
	10
	10


Project 2（large size）
	Construction Cost　　　　　　　　
	Year 1
	２
	３
	４
	５
	６
	７
	８
	９
	１０

	110　
	19.5
	19.5
	19.5
	19.5
	19.5
	19.5
	19.5
	19.5
	19.5
	19.5


We assume discount rate is 10% and the project stops at the end o Year 10.

(1) Calculate present value of each project and decide if you should carry out a business project or not. 

(2) If you are the owner of super market chain, which project will you carry out? Justify your answer.
